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any cost for completing planned con-
struction after the maximum debt 
limit is reached. 

(2) After loan approval, the Agency 
will only approve cost increases for 
housing proposals involving new con-
struction or major rehabilitation when 
the additional costs will not cause the 
limits specified in § 3560.53(l) or the 
maximum debt limit to be exceeded 
and the cost increases were caused by: 

(i) Unforeseen factors that are deter-
mined by the Agency to be beyond the 
borrower’s control; 

(ii) Design changes required by the 
Agency, state, or the local government; 
or 

(iii) Financing changes approved by 
the Agency. 

§ 3560.64 Initial operating capital con-
tribution. 

Borrowers are required to make an 
initial operating capital contribution 
to the general operating account in the 
amount of at least 2 percent of the 
total development cost or appraised 
value, whichever is less. 

(a) Borrowers that are nonprofit or-
ganizations, consumer cooperatives, or 
state or local public agencies and are 
not receiving low-income housing tax 
credits, may use loan funds for their 
initial operating capital contribution. 
All other borrowers must fund the ini-
tial operating capital contribution 
from their own resources. 

(b) Borrowers must provide to the 
Agency for approval a list of materials 
and equipment to be funded from the 
general operating account for initial 
operating expenses. As specified in 
§ 3560.304(b), initial operating capital 
may be used only to pay for approved 
budgeted expenses. If total initial oper-
ating expenses exceed 2 percent, the ad-
ditional amount must be paid by the 
borrower from its own resources, ex-
cept that borrowers meeting the provi-
sions of § 3560.64(a) who do not have suf-
ficient resources for this purpose may 
request Agency assistance. With-
drawals from the reserve account will 
not be approved for such expenses. 

(c) Borrowers must provide the Agen-
cy with documentation of their initial 
operating capital contribution depos-
ited into the general operating account 
prior to the start of construction or 

loan closing, whichever comes first, 
and such funds thereafter, may only be 
used for authorized budgeted purposes. 

(d) If the conditions specified in 
§ 3560.304(c) are met, funds contributed 
as initial operating capital may be re-
turned to the borrower. 

§ 3560.65 Reserve account. 
(a) For new construction, to meet 

major capital expenses of a housing 
project, applicants must establish and 
fund a reserve account that meets the 
requirements of § 3560.306. The appli-
cant must agree to make monthly con-
tributions to the reserve account pur-
suant to a reserve account analysis 
which sets forth how the reserve ac-
count funds will meet the capital needs 
of the property over an acceptable 20- 
year period. The reserve account anal-
ysis is based on either a Capital Needs 
Assessment or life cycle cost analysis, 
provided and acceptable to Rural De-
velopment by the applicant. Adjust-
ments may be made to the contribu-
tion amount at 5 or 10-year intervals, 
either through an updated Capital 
Needs Assessment or as part of the 
original life cycle cost analysis. The 
cost of conducting either a Capital 
Needs Assessment or life cycle cost 
analysis will be paid for by the appli-
cant. The cost of the initial Capital 
Needs Assessment or life cycle cost 
analysis may be included in the loan fi-
nancing. 

(b) For ownership transfers or sales, 
the requirements of § 3560.406(d)(5) will 
be met. 

(c) For other existing properties, at a 
minimum the borrower must agree to 
make monthly contributions to the re-
serve account at the rate of 1 percent 
annually of the amount of total devel-
opment cost until the reserve account 
equals 10 percent of the total develop-
ment cost. 

[77 FR 40255, July 9, 2012] 

§ 3560.66 Participation with other 
funding or financing sources. 

(a) General requirements. The Agency 
encourages the use of funding or fi-
nancing from other sources in conjunc-
tion with Agency loans. When the 
Agency is not the sole source of financ-
ing for MFH, the following conditions 
must be met. 
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